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SUBJECT: ECONOMIC ALERT REPORT - PERU 

REF: A) STATE 180067; B) LIMA A- 117; C) LIMA 4852; 

D) LIMA 6379; E) LIMA 6573 

1 . PERU'S MAJOR ECONOMIC PROBLEMS: 

A. BLANCE OF PAYMENTS CRISIS - IT IS RELIABLY ESTIMATED 
THAT PERU HAS $60-100 MILLION DOLLARS IN FOREIGN OBLIGATIONS 
COMING DUE DURING AUGUST, AND GHE CENTRAL BANK, WITH NET RE- 
SERVES OF ABOUT NEGATIVE $1.3 BILLION, APPARENTLY IS 
SCRAMBLING TO MEET FOREIGN EXCHANGE DEMANDS ON DAY-TO-DAY 
BASIS. (REF D). PROBABILITY OF FORCED RESCHEDULING OF 
FOREIGN DEBTS IN NEAR FUTURE IS HIGH. PERU NEEDS APPROXIMATELY 
$300-400 MILLION IN B/P FINANCING FOR REMAINDER OF 1977. 

EXTERNAL DEBT SERVICE FOR 1977 IS RUNNING ABOUT 40 PERCENT OF 
EXPORT EARNINGS AND WILL RISE DRAMATICALLY IN NEXT FEW YEARS. 

B. INFLATION - CURRENT INFLATION RATE IS MORE THAN 40 PERCENT AND 
OVER LAST YEAR REAL INCOME FOR WORKERS DECLINED BY SOME 
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30-40 PERCENT. GOP S MEASURES FOR SHORT TERM AMELIORATION OF 
WORKERS' SITUATION, HUGE PROJECTED 1977 PUBLIC SECTOR 
BUDGET DEFICIT (REPORTEDLY BETWEEN $450 MILLIONA DN $1 
BILLION) AND RUMORED GOP INTENTION TO EXPAND MONEY SUPPLY 
(TO STIMULATE ECONOMY THROUGH INCREASED LIQUIDITY) CAN ONLY 
EXACERBATE INFLATIONARY SITUATION IF PURSUED. 
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C. RECESSION AND HIGH UNEMPLOYMENT - PERU'S GDP IS 
EXPECTED TO DECLINE SLIGHTLY IN REAL TERMS DURING 1977. 
UNEMPLOYMENT/UNDEREMPLOYMENT IS ABOUT 40-45 PERCENT. 

2. OUTLOOK FOR NEXT 12 MONTHS 

AS REFS C. D AND E INDICATE, UNCERTAINTY REGARDING WHAT 
ECONOMIC POLICIES GOP WILL FOLLOW IN WAKE OF CHANGES IN 
ECONOMIC TEAM AND SO-FAR UNSUCCESSFUL STANDBY NEGOTIATIONS 
WITH IMF MAKES IT DIFFICULT TO PROJECT TRENDS IN PERUVIAN 
ECONOMY OVER NEXT 12 MONTHS. GOP WILL ATTEMPT TO STRETCH OUT 
INTERNATIONAL LOAN REPAYMENTS WHILE AT SAME TIME STRUGGLING 
TO COME UP WITH A STABILITY PACKAGE TO PRESENT TO IMF (REF E). 
INTERNAL POLITICAL REALITIES AND GOP DESIRE AVOID FURTHER 
POPULAR UNREST SHARPLY RESTRICT GOVERNMENT'S MANEUVERING ROOM 
FOR IMF NEGOTIATIONS. BALANCE OF PAYMENTS SITUATION 
(AND, CONCOMITANTLY, GENERAL ECONOMIC SCENE) COULD IMPROVE 
CONSIDERABLY LATER IN 1978 IF LEVEL OF WORLD MINERAL AND 
COMMODITY PRICES RISES. ADDITIONAL FAVORABLE FACTOR WILL BE 
PERUVIAN PETROLEUM SELF-SUFFICIENCY (IN EARLY 1978) WITH 
PROSPECTS FOR SOME SMALL EXPORTS (10-20,000 BBLS/DAY) 

WHICH WOULD REDUCE THE TRADE DEFICIT BETWEEN $30-50 
MILLION. NEVERTHELESS, EVEN UNDER MOST FAVORABLE CON- 
STELLATION OF EXPORT EARNINGS AND GOVERNMENT POLICY PERU 
WILL STILL BE STRUGGLING WITH LARGE EXTERNAL DEBT BURDEN, 

A SLUGGISH ECONOMY, INFLATION AND HIGH UNEMPLOYMENT. 
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3. CRITICAL POINTS 

A. EXTERNAL FACTORS - AS INDICATED ABOVE, WORLD MINERAL AND 
COMMODITY PRICES HAVE IMPORTANT EFFECT ON PERU'S B/P 
SITUATION. INTERNATIONAL FINANCIAL COMMUNITY'S POSTURE 
TOWARD PERU IS ALSO MAJOR ELEMENT IN OVERCOMING CURRENT 
CRISIS. ADDITIONAL EXOGENOUS FACTOR IS ANCHOVY CATCH, WHICH 
SO FAR IN 1977 HAS BEEN VERY DISAPPOINTING. 

B. INVESTMENT CLIMATE - DURING LAST TWO YEARS UNCERTAINTY 
CAUSED BY GOP INDECISIVENESS IN ITS ECONOMIC POLICIES HAS 

HAD SERIOUS DETRIMENTAL EFFECT ON NEW INVESTMENT IN COUNTRY. 
CURRENT SENSE THAT GOP IS FLOUNDERING WITH ECONOMIC PROBLEMS 
HAS INCREASED THIS UNCERTAINTY NOT ONLY WITH INVESTORS BUT 
ALSO WITHIN INTERNATIONAL BANKING COMMUNITY. OUTLOOK DIM FOR 
QUICK RESTORATION OF INVESTOR CONFIDENCE. 

C. PUBLIC REACTIONS - RECENT EPISODES OF VIOLENT REACTION 

TO ANNOUNCEMENT OF JUNE AUSTERITY MEASURES (SUBSEQUENTLY 
AMELIORATED IN PART) WILL INCREASE OOP’S RELUCTANCE TO IMPOSE PRO 
GRAM DESIGNED TO MEET IMF PRESCRIPTIONS FOR UNDERLYING STRUCTURAL 
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PROBLEMS. THIS RELUCTANCE IS FURTHER REINFORCED BY GOP FEAR THAT 
EFFORTS TO CONTROL PUBLIC REACTION TO UNPOPULAR AUSTERI- 
TY MEASURES WOULD BE POLITICALLY DAMAGING WITHIN PERU 
AND COULD TARNISH PERU'S HUMAN RIGHTS IMAGE ABROAD. 

4. U.S. POLICY. OUR INTERESTS ARE ENGAGED IN THE 

OOP'S EFFORTS TO OVERCOME PERU'S WORST ECONOMIC CRISIS 

SINCE THE WAR WITHOUT RESORT TO HEAVY REPRESSION AND 

IN THE MILITARY'S ANNOUNCED INTENTION TO TURN OVER 

POWER TO AN ELECTED CIVILIAN GOVERNMENT IN 1980. THE 

USG IN PURSUING THESE INTERESTS WILL HAVE TO CONSIDER 

DIRECT ASSISTANCE (PL-480 TITLE I) AND WHATEVER SUPPORT 

MAY BE POSSIBLE FOR PERU'S ATTEMPTS TO OBTAIN ADDITIONAL 

HELP FROM THE INTERNATIONAL FINANCIAL COMMUNITY. SHLAUDEMAN 
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